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14 JAN 1971

MEMORANDUM FOR: Special Support Assistant to the Deputy
Director for Support

ATTN: I

SUBJECT: Tax Exemption--CIARDS Disability Annuities

25X1A

1. In line with your interest this date on subject, there is attached
an excerpt from the House Committee hearing on the proposed CIA Retire-
ment Act in which there appears the request from the Chairman of the
Ways and Means Committee to defer to that Committee on the provision
in the bill exempting disability annuities from Federal income taxes. Also
attached from the same source is the language of the provision in question
together with a short explanation.

2. As a matter of fact, following this hearing the Ways and Means
Committee did not act at all on the proposition even though encouragement
was given up until the close of the 88th Congress in late 1964.

3. In the succeeding 89th Congress, after the CIA Retirement Act
had become law, the proposition was introduced as a separate bill (H.R. 88l5)
and referred to the Ways and Means Committee. Again, while prospects
for favorable consideration looked bright at the outset, action became
ensnared in an overall policy review of the general subject by the Joint
Committee on Internal Revenue Taxation. As a consequence, our report
to the Ways and Means Committee on the legislation was never cleared
by the Bureau of the Budget.

4, The justification for the proposition, in addition to the existing
Foreign Service precedent, has been that conditions of service and exposure
of CIARDS personnel are such that their disability, like Armed Forces
members and Foreign Service personnel, are sufficiently duty connected
to warrant exclusion of the resulting annuity from taxation, Bearing
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negatively on the issue is the fact that tax-exempt FECA benefits are
already available in performance of duty cases and the general reluctance
to extend the existing Foreign Service exemption to any new civilian
group in the face of numerous bills introduced every year to provide
similar treatment for Civil Service disability annuities.

5. Based on our most recent readings with the Ways and Means
Committee, prospects for this type of legislation appear dim, although
this doesn't mean we shouldn'’t give it a try. Moreover, this legislation
would probably never be favorably acted upon by the Ways and Means
Committee without the concurrence and support of the Office of Manage~
ment and Budget, Treasury, and possibly the Civil Service Commission.

25X1A

Assistant Legislative Counsel
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BEEREEN

[No. 26]

SUBCOMMITTEE NO. 1 CONSIDERATION OF H.R. 7216, T0 AMEND THE
CENTRAL INTELLIGENCE AGENCY ACT OF 1949, AS AMENDED,
AND FOR OTHER PURPOSES

Iousrk or RurkuseNTamvEs,
Commrrrie oN ARMED SERVICES,
Suncommirrer No, 1,
Washington, D.C., 1 wesday, July 23, 1963,

e subcommiittee met, at 10 ., ITon, T. Mendel Rivers, chaivman
of t¢ subcommittee, presiding.

MrNRuivirs, Let the commitfee come to order

Mr. McCone has another very important engagement, and he asked
that aftye his statement Le be oxcused. And, of course, we want to
accommoNate him.  And he is late now. So I will ask the committee
to come toprder, and let us begin the hearings on this very important
piece of legslation.

Mermbers O the committee, we are meeting this morning to begin
hearings on HYR. 7216, a bill to amend the Contral Intelligence Agency
Act of 104). My, McCone and General Cartor are here to testify in
support of this bN].

Gentlemen, we s\e very pleased to havo you here, Mr. McCone, with
the members of youstaff, and 1 am sure that this will be an enlighten-
ing session for ail of Ne.

Now, this looks likd\a very complicated bill. Actually, almost all
of the provisions currerNly exist as law a plying to executive agencies.
Tho first part of the bilNeontains technical amendments to bring the
CIA Act up to date on su things as travel and medical benefits, It
also contains a proposed nesection authorizing the Agency to receive
gifts from individuals and bokiness organizations.

However, by and large, the Xain purpose of this bill is to authorize
CIA to establish a special retit\nont system for a limited number of
their employees and we will go \uto that part first. The system is
identical, or almost identical, to tIN retirement system of the Foreign
Service and I am advised that it doek not provide anything new.

I will not ask Mr, McCone to disehss all of this at this time. Mr,
MeCone will present n general statemeNt on this bill and answer a fow
general questions, Then, because mu¥h of the specifie discussion
will involve classified information, of coNrse we will have to go into
executive session,

Mr. MeCone, I would like to ask you and your people as they testify
on the refirement system to point out anythity that is different from
the Forcign Service system. This committec\has jurisdiction over
CTA but it is not expert in the Forcion Serve rotivement system
which, as it stands today, is the result of somo 40 Vrears’ of experience.

(5783)
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5016

TITLAG IT—INTERNAL REVENULE CODIS AMENDMEXNT

aragraph (4) of scction (104(a) of the Internal Revenue Code of 1004, g
amended (26 U.S.C. 13 (a) (4)) (relating (o the exclusion From gross inconge of
compensation for injuries and sickness) is hercby amended to reacd as follows:

() amounis received as a pension, annuity, or similar allowance Lo
personal injuries ov sickness resulting from active service in the arned fore.
of any couniry or in the Coast and Geodetic Snrvey or the Publie Heali
Service, or as o disability annunity payable under the provisions of sectio,
S31 of the Foreign Service Act of 1H6, as amended (22 U.8.0C, 1081, 606 St
1021), or as a disability anuuity payable under the provisions of section 23
of the Central Tntelligence Agency Retirement Act of 19637

Weplunation~-This scetion amends paragraph 4 of scction 104(a) ¢f
the Internal Revenue Code of 1954 to excempt disability anmaities under
title 11 of thiy act from Iederal income tax. This is the same exemptic,
wlready accorded similar annunitics for participants under the Foreig,
Serviee disability and retirement system and for members of the uy
formed servicos.  (1his section was favorably reviewed by the Depar
ment of Treasury in processing within the executive branch.)

Nr. Warner. Page 1, line 5, this is a new title to the bill. T don’

belidye it needs any explanation. At line 10 we have the inclusion o
the IXputy Director within the definition of director to permit Ger

‘ter to make the déterminations reqnired under the act.
ARDY, Is that the normal procedure to write that mto th

Tan’ tha normally accomplished hy delegation?

. Mre, Wan\er, Well, we fele that these actions are of suflicient ine
portance thaX it ought to be abundantly clear. It does vary—some
times 16 s in Salutes; sometimes not.  We thought it would be belter
to make it eleaNthat the Deputy Director is fully authorized to act for
Director in these\ituations.

Mr. JTaroy. T Nyink that is probably all right, but every now and
then when we get INto situations where there are circumstances as in
portant as these, it Nas generally been the thinking that the ultimarn
responsibility onght t§ be placed exclusively on the top administrativ
oflicer, which in this\ase would be the Director. I don’t know
whether

M. Bares. And he deleXates it if he wants to?

My, Haroy, Yes. The\in the event you have got a real com
back-

Mues Rivers, T oean’t concelw how there would be any difference «
opinion between the Lwo beeaNse the President would certaindy e
move him if there were any siNnanigans bebween the Gwo of the
X dont see how it can hurt.

My, Braxovrorn. Does the ForeiXn Service Act give this authori;
to the Seeretary of State and does N delegato it or does if{~——

My, Woonvear, 16 s given Lo the Qeerelary of State and delegater
to the personnel direetor,

Mr, Branoreoub, You have never hndyany problew then, insoflar
mterpretations are concerned, that a deXegated anfhority aflecting
retizement has been questioned, T mean to your knowledge?

My, Woopvear., To my knowledge we hidye never had any proble
with it. '

Mr. Harov, T just have a doubt in my ming
departure from what is normal practice in this,

Mr. Braxororp, Nothing actually is added
Mr, Iardy, it it were deleted.

that we ought to have
That isall. .
v detracted from 1.
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